Abstract
Ethical culture
The concept of organizational ethical culture is broadly similar to ethical climate since both are measures of the general ethical environment within an organization. Trevin˜o et al. (1998) developed a conception of ethical culture that is less theoretical than the ethical climate construct, emphasizing formal and informal organizational policies and practices that may encourage ethical or unethical behavior. Included in ethical culture are factors such as the extent to which top managers serve as role models for ethical conduct, the presence of financial incentives that may either encourage or discourage unethical behavior, and expectations for obedience to authority within the organization. Based on a survey of college alumni, Trevin˜o et al. (1998) Accordingly, in addition to the potential effects of ethical climate, we were interested in examining the effects of employee perceptions of organizational ethical culture on their attitudes toward earnings management.
Earnings management
Following Fischer and Rosenzweig (1995), we define earnings management as actions that serve to manipulate current reported earnings of an organization, but may be detrimental to the organization's long-term economic profitability. Prior research suggests that managers and accountants manipulate earnings for many purposes. Healy (1985) contends that managers manipulate reported earnings through accounting accruals to increase the size of their earningsbased bonuses. Merchant (1990) concluded that a large proportion of profit center managers boost earnings in recessionary years Ethical context and Machiavellianism 375 to meet their budget targets. Hand (1989) found that firms undertake debt-equity swaps to smooth reported earnings and thus conceal fluctuations in actual earnings patterns. Recent market studies have also documented evidence of earnings management in China. By examining a sample of 83 initial public offerings (IPOs) of stock completed in China between 1992 and 1995, Aharony et al. (2000) conclude that Chinese IPO firms intentionally manage their earnings. Similarly, Haw et al. (2005) found that listed companies in China manage earnings to meet regulatory benchmarks [2] .
Findings such as these suggest that earnings management is a common phenomenon in China. (1) the extent to which management acts ethically;
Several studies have measured accountants' and managers' perceptions of earnings management
(2) the extent to which management is concerned about ethics; and On the other hand, if accountants find themselves in an environment that encourages unethical behavior, organizational pressures may lead them to rationalize such behavior as morally acceptable. Indeed, case studies of corporate fraud reveal that professional accountants frequently face organizational pressure to manipulate accounting numbers in order to meet earnings targets, and often succumb to such pressure (Knapp, 2008) . It is also widely recognized that one of the key enablers of accounting fraud is rationalization of the actions by managers and accountants (AICPA, 2008) . Such rationalization may take many forms (e.g. "the amounts are small, so no one will really be hurt"), but generally should lead to the conclusion that the moral intensity (Jones, 1991) of the action in question is relatively low and thus the action is ethically acceptable. This discussion leads to H1 [4] :
H1. An organizational ethical context that is perceived as more (less) supportive of ethical behavior will lead accountants to judge earnings management as more unethical (ethical).
Machiavellianism
The Machiavellianism construct was intended to describe individuals with manipulative, cold and calculating personalities and little concern for conventional standards of morality (Christie and Geis, 1970). High Machiavellians have traditionally been viewed as relatively aggressive and possessing a strong desire to pursue "winning" even at the expense of morality or ethics (Geis et al., 1970 ). An obsession with winning seems particularly likely to predispose high Machiavellians to unethical behavior in competitive business contexts, where "winning" is usually closely related to personal success and it is easy to rationalize unethical actions as being necessary for the well- used the same six-point scale used for the ethical climate instrument.
The scales were translated from English to Chinese using a back translation procedure. First, two graduate business students who were fluent in both languages independently translated the English versions to Chinese, then compared and reconciled any differences. This Chinese version was then independently translated back to English by a professional translator. The original and back-translated English versions were then compared. All discrepancies were resolved and the Chinese version was agreed upon by all translators. Finally, the Chinese version of the instrument was reviewed by three professional accountants in Hong Kong who were also fluent in both languages, and minor adjustments were made by the translators based on the feedback received.
Sample and data collection
Accountants employed by local and multinational corporations in Shenzhen and Shanghai participated in the study. Access to participants was obtained through personal contacts; thus, the non-random sampling procedure should be recognized as a limitation of the study. A total of 15 companies participated in the study: ten local Chinese companies and five multinationals. The companies were from a variety of industries, including traditional manufacturing (nine), high technology (three), financial services (two) and retail (one). We visited each company and delivered the instrument directly to participants. The survey was accompanied by a cover letter assuring participants that their responses would be treated as strictly confidential. Participants were instructed to complete the survey without assistance or discussion with others, Ethical context and Machiavellianism 379 seal the completed instrument in a provided envelope, and return it directly to the researchers. Approximately 120 instruments were distributed and 89 usable responses were received, resulting in a relatively strong response rate of 74 per cent.
The mean age of participants was 34, and their average accounting experience was 5.5 years.
About two-thirds were employed by local Chinese companies (companies with no significant operations outside China), with the remainder employed by multinational firms. Slightly over half (56 per cent) of participants were female. Over 70 per cent held a professional certification such as CPA or chartered accountant.
Findings

Mean responses
We first sought to compare our participants' attitudes toward earnings management with those be noted that even that study is not directly comparable to ours due to the inclusion of managers as well as professional accountants in the sample. Table II compares the mean responses reported by Merchant and Rockness (1994) with those of our participants. Interestingly, a clear contrast was found between the two studies: the US respondents judged accounting manipulations significantly more harshly than the Chinese, but the Chinese respondents judged most of the operating manipulations more harshly. As indicated in the table, our respondents judged four of the six operating manipulations significantly more harshly than participants in the Merchant and Rockness (1994) study. On the other hand, the Merchant and Rockness participants judged all the accounting manipulations to be significantly more unethical.
This general pattern of judging accounting manipulations more harshly than operating manipulations has been found in other studies conducted in the USA. For instance, Elias (2002) reported mean ethical judgments for US CPAs in public accounting, industry and academia, as well as responses from US accounting students. Two means were reported for each group: one for accounting manipulations and one for operating manipulations. Across all participants, the means 
04). Although the difference in means for
accounting and operating judgments was also significant in our study, it was much less pronounced. Thus, it appears that US respondents tend to view accounting manipulations as unethical but operating manipulations as ethical, while our Chinese participants were relatively ambivalent regarding the ethical acceptability of both types of earnings management.
Factor analysis
Exploratory factor analysis of the ethical climate items revealed two interpretable factors with eigenvalues in excess of one. One factor included three principled/cosmopolitan items ("the first consideration is whether a decision violates any law", "people are expected to comply with the law and professional standards over and above other considerations" and "in this organization, people are expected to strictly follow legal or professional standards") and one of the principled/local items ("everyone is expected to stick by organizational rules and procedures").
This factor had an acceptable coefficient α of 0.79. The second factor included two of the benevolent/cosmopolitan items ("people in this organization have a strong sense of responsibility to the outside community" and "people in this organization are actively concerned about the public interest"). The coefficient α of this factor was 0.68, indicating a marginally acceptable internal reliability.
A similar factor analysis for the ethical culture scale resulted in four factors with eigenvalues in excess of one. The first factor included three items that measure expectations for obedience to authority ("this organization demands obedience to authority figures, without question", "people in this organization are expected to do as they're told" and "the boss is always right in this organization") and accordingly will be labeled "obedience to authority". The second factor included five items describing ethical role modeling by top management and incentives for ethical behavior ("the top managers of this organization represent high ethical standards", "people of integrity are rewarded in this organization", "top managers of this organization regularly show that they care about ethics", "ethical behavior is the norm in this organization" and "top managers of this organization guide decision making in an ethical direction"), and will be referred to herein as "ethical norms/incentives". The third factor included two items describing penalties for unethical behavior ("penalties for unethical behavior are strictly Ethical context and Machiavellianism 381 enforced in this organization" and "unethical behavior is punished in this organization"), and will be referred to as "penalties". The coefficient α statistics for the ethical culture factors were all relatively strong (0.93, 0.87 and 0.81, respectively, for the penalties, obedience to authority, ethical norms/incentives factors). Scales were constructed for the ethical climate, ethical culture, accounting earnings management and operating earnings management factors by calculating the mean of the related items.
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Correlation and univariate analyses
Correlation coefficients for the continuous measures are presented in Table III . As indicated, the correlations between the two earnings management variables and the ethical context factors were generally not significant. One notable exception is the significant positive correlation between the benevolent/cosmopolitan climate and judgments of accounting earnings management, which provides partial support for H1. As would be expected, participants who perceived a stronger benevolent/cosmopolitan climate in their organization judged accounting manipulations to be more unethical. Consistent with H2, Machiavellianism was significantly and negatively correlated with attitudes toward both operating and accounting earnings management. Correlation and analysis of variance (ANOVA) models were used to test the effects of the demographic variables. In general, the demographic variables had few significant effects on our dependent measures. Somewhat surprisingly, we found that females tended to perceive operating earnings management as more ethical than males. The ANOVA model for professional certification indicated that this variable had a significant effect on attitudes toward accounting earnings management. In our study, accountants who held professional certifications (e.g. CPAs, chartered accountants) were more likely to perceive earnings management to be unethical than non-certified accountants. This result is not surprising, since certified accountants have more training on ethics and have experienced socialization processes that emphasize the ethical obligations of the profession. Neither education level nor age was significantly associated with any of our dependent measures. Where appropriate, the demographic variables with significant effects
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are included in our multivariate models reported below.
Regression models
Regression models for accounting and operating earnings management are reported in Table IV 
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Conclusions and discussion
This study provides some interesting findings with respect to attitudes toward earnings management in Mainland China, and raises questions that should be addressed in future research.
The results indicate that if professional accountants perceive an organizational emphasis on serving the public interest (benevolent/cosmopolitan climate), they will view accounting earnings management more harshly. Accountants' professional codes of conduct emphasize the importance of serving the public interest, but this has traditionally been most closely associated with the independent auditing function. Indeed, ours is the first study to examine the impact of the professional ideal of public service on the ethical decisions of industry accountants. This finding is significant because it suggests that the emphasis of professional accountants' obligations to the public, even within a corporate environment, will restrain aggressive behavior such as earnings management. It is commonly argued that the ethical climate in organizations may be effectively Another interesting finding of the study is the significant impact of professional certification on attitudes toward earnings management. Based on our regression results, Chinese accountants who were professionally certified were significantly less likely to condone accounting earnings management. This result indicates that the employment of certified accountants in positions of authority should increase the overall quality of financial reporting.
We also found a distinct contrast in the attitudes of Mainland Chinese respondents and accountants in the USA reported in prior studies. Prior surveys in the USA have uniformly found that accountants, managers and accounting students view accounting earnings management as unethical, but view operating earnings management as an ethically acceptable business practice.
This sharp distinction between accounting and operating earnings management was not present in our sample. Our participants were generally ambivalent toward the ethical acceptability of both types of earnings management, rating both near the midpoint of the scale. They viewed accounting manipulations less harshly than their US counterparts, but viewed operating manipulations more harshly. This pattern of results indicates that Chinese accountants are less likely to adopt a strict rules based approach when evaluating the moral acceptability of earnings management. Of course, this finding should be interpreted with caution since some of the US studies were conducted more than a decade before our study. 2. From 1996 to 1998, Chinese security regulations required firms to achieve accounting rates of return on equity .10 per cent for three consecutive years to be qualified to issue stock to the public.
3. For example, intentionally delaying expenses such as repairs and maintenance to future periods may boost short-term accounting profit (often to the personal benefit of managers), but may lead to significantly higher costs of repairing or replacing assets in the long term. we did not propose separate hypotheses for the effects of the various components of ethical climate/culture. Also, we did not anticipate differential effects of context on accounting vs operating earnings management. As discussed previously, US accountants appear to view operating manipulations more leniently than accounting manipulations, but we felt the hypothesized effects of ethical context on judgments will hold true regardless of the type of manipulation in question.
the mistake, he asked the accounting department not to record the invoice until February.
(4) In September, the GM realized the division would need strong performance in the fourth quarter to reach its budget targets:
 he decided to implement a sales program offering liberal payment terms to pull some sales that would normally occur next year into the current year; customers accepting delivery in the fourth quarter would not have to pay the invoice for 120 days;  he ordered manufacturing to work overtime in December so that everything possible could be shipped by the end of the year; and  he sold some excess assets and realized profit of $40,000.
(5) At the beginning of December 1998, the GM realized the division would exceed its budgeted profit targets for the year:
 he ordered his controller to prepay some expenses (e.g. hotel rooms, exhibit expense)
for a major trade show to be held in March 1999 and to book them as 1998 expenses.
Amount: $60,000; and  he ordered his controller to develop the rationale for increasing the reserve for inventory obsolescence. By taking a pessimistic view of future market prospects, the controller was able to identify $700,000 worth of finished goods that conservative accounting would say should be fully reserved (i.e. written off), even though the GM was fairly confident the inventory would still be sold at a later date at close to full price.
(6) The next year, the division sold 70 per cent of the written-off inventory, and a customer had indicated some interest in buying the rest of that inventory the following year. The GM ordered his controller to prepare the rationale for reducing the reserve for obsolescence by $210,000 (i.e. writing up the previously written-off goods to full cost). The GM's motivation for recapturing the profit was:
 to be able to continue working on some important product development projects that might have been delayed due to budget constraints; and  to make budgeted profit targets.
(7) In November 1998, the division was straining to meet budget. The GM called the engagement partner of a consulting firm that was doing some work for the division and asked that the firm not send an invoice until next year. The partner agreed. Estimated work done but not invoiced:
 $30,000; and  $500,000.
Appendix 2. Scale items
Ethical climate
(1) In this organization, people are mostly out for themselves (EI). (5) It is safest to assume that all people have a vicious streak and it will come out when they are given a chance.
(6) Honesty is the best policy in all cases[1].
(7) There is no excuse for lying to someone else[1].
(8) Generally speaking people would not work hard unless they are forced to do so.
(9) All in all, it is better to be humble and honest than to be important and dishonest[1].
(10) When you ask someone to do something for you, it is best to give the real reasons for wanting it rather than giving reasons which carry more weight[1].
(11) Most people who get ahead in the world lead clean, moral lives[1].
(12) Anyone who completely trusts anyone else is asking for trouble.
(13) The biggest difference between most criminals and other people is that the criminals are stupid enough to get caught. 
